
3.1 INTRODUCTION 


The Audit Committee of KwoDukuza Municipality (AUDCOM) commenced work in this financial 
year with its first meeting on 06 July 2007. 

The following members (all external) were appointed by the Municipality: 

1. Mr K.M.Moodley (Chairperson) 

2. Mrs N Mahomed 

3. Mrs P M Mvulane 

The members of AUDCOM were initially appointed for a period of one (1) year ending 30 June 
2008. This appointment was subsequently extended by Council Resolution, for a further period of 
one (1) year, ending 30 June 2009. 


3.2 MEETINGS 

The AUDCOM met on four (4) occasions during the financial year ending 30 June 2008, and the 
dates of the meetings were as follows: 

1. 06 July 2007 

2. 26 September 2007 

3. 06 December 2007 

4. 13 March 2008 

The attendance of members of AU DCOM for all these meetings was good. 

3.3 AUDIT COMMITTEE CHARTER 

The AUDCOM's first order of business was the drafting and eventual adoption of an AUDIT 
COMMITTEE CHARTER, SO that the work of the AUDCOM could be guided and regulated. The 
Charter was also ratified by Council by way of a Council Resolution. 
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3 A INTERNAL AUDIT DEPARTMENT 


Since 1 July 2007 the Internal Audit Department was staffed by only one employee, namely the 
Director: Internal Audit. This was not a very conducive situation forthe Municipality. Since then the 
post of Internal Audit Clerk was advertised and filled. This has alleviated the situation to some 
extent in the Internal Audit Department but the inadequate staffing situation in the Department is 
still considered a cause for concern by AU DCOM. The matter is hereby brought to the attention of 
Council for rectification. 


3.5 INTERNAL AUDIT CHARTER 

The Internal Audit Charter for the Internal Audit Department was developed by the Internal Audit 
Department and, after intensive debate, was adopted by the AUDCOM. 

This charter will regulate the work of the Internal Audit Department. 

3.6 RISK ASSESSMENT PLAN 

The Risk Assessment Plan (a 3 year plan) was drawn up by the Consultants, Price Waterhouse 
Coopers (PWC) and adopted by AU DCOM for implementation by the Municipality. 

The Internal Audit Plan flows from the Risk Assessment Plan and will serve to address the critical 
areas of risk identified by the Risk Assessment Plan. 


3.7 INTERNAL AUDIT STRATEGIC PLAN 


Based on the Risk Assessment Plan, the Internal Audit Strategic Plan forthe 2007/2008 financial 
year was drawn up by the Internal Audit Department in conjunction with the co-sourced service 
provider PWC, and after considerable deliberations, was adopted by AUDCOM on 26 September 
2007. 
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/ The budget and the billable hours of the Internal Audit Strategic Plan, was scrutinized carefully by 

AUDCOM and adjusted downwards, at considerable savings to the Municipality. 

Considerable debate took place between the AUDCOM and officials from the Auditor-General's 
office concerning reliance being placed by the Auditor-General on the work of the Internal Audit 
Department. This would result in greater savings and a more effective auditing service to the 
Municipality. 

AUDCOM also actively pursued the issue of skills transfer from the co-sourced service provider to 
the Municipality's internal staff so that much of the internal audit work could in the future be done 
in-house rather than by external Consultants. If implemented, this will result in considerable 
savings to Council over the years. 

3.8 INTERNAL AUDIT REPORT 

The Internal Audit Report for the financial year 2007/ 2008 was prepared by the Municipality's 
Internal Audit Department in conjunction with the Municipality's co-sourced service provider, 
PWC. 

The scope of work in the Internal Audit Report was as per the approved Internal Audit Plan, and 
centred around the following: 

1 . Cemetery 

2. Clinic Services 

3. Registry 

4. Building Plans 

Many weaknesses were identified during the internal audit process. Some of them were: 

• No evidence of a review of bank reconciliation on a monthly basis was available. This could 
lead to errors being left unattended, and/or misappropriation of funds being undetected. 

• Interest being charged on loans from financial institutions was not being recalculated in-house, 
in order to detect and/or prevent errors and miscalculation taking place. 

• No fixed asset policy as required to be approved by Council, was in place. 

• Consultants were performing work outside their scope of work/contract period, contrary to the 
Supply Chain Management Policy, and the MFMA. 
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Concern was raised by AU DCOM on numerous occasions aboutthe late and /or poor responses by \ 

certain officials to queries raised by Internal Audit. AUDCOM recommends to Council that the 
response time to audit queries be included as one of the KPI's on all Senior Managers' 
Performance Contracts. 

AU DCOM was, however, generally satisfied with the explanations, and the measures proposed by 
Management to be put into place to address the weaknesses identified. 


3.9 ANNUAL FINANCIAL STATEMENTS FOR THE 
YEAR ENDED 30 JUNE 2008 

The annual financial statements for the financial year ending 30 June 2008 were prepared in 

accordance with GRAP and GAMAP as prescribed by the Minister of Finance in terms of General 

Notice 991 and 992 of 2005, and were scrutinized in depth by AUDCOM. 

The following comments are offered: 

1. The Financial Statements were prepared by the CFO and submitted to the office of the 
Auditor General on 4 September 2008 instead of on 31 August 2008, i.e. 4 days later than the 
prescribed date. This must be avoided in future. 

2. The rates debtors increased from R42,303,252 (2006/2007) to R64,935,636 (2007/2008). 
AUDCOM is satisfied with the initiatives launched by the Municipality to improve on debt 
collection, but the campaign needs to be more vigorous, in view of the large amount of 
debtors. 

3. The Consumer Debtors ageing in respect of Rates, Electricity, Refuse, Housing, Vat, etc 
should disclose accurate information on >365 days, in order to attract the immediate 
attention of AU DCOM/Council. 

4. The total Bank Balances and Cash decreased from R21,751,471 (2006/2007) to R 48,304,646 
(2007/2008). 

5. The total Rates Assessment increased from R84,635,221 (2006/2007) to R1 40,494,430 
(2007/2008). 
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/ 6. The relatively high amount (R8,352,264.00) of Government Grants and Subsidies that 

remained unspent was of concern to AUDCOM although satisfactory explanations were 
advanced by Management. 

7. Special mention is made of the following grants which were unspent and carried over from 
the previous year without any expenditure being incurred during the current financial year: 


• Interdepartmental Monitoring System Grant R 40,000 

• Land Use Management System R 322,000 

• LED Grant R 123,251 

• Community Deveiopment Workers Grant R 16,351 


(i) The expenditure on overtime was excessive and was cause for concern. AU DCOM 
recommends that greater control be exercised by Senior Management over the 
expenditure on overtime for the new financial year. 

AUDCOM is satisfied that the Financial Statements for the year ended 30 June 2008 
satisfactorily represents the financial state of affairs of the Municipality. 


3.10 MONTHLY MANAGEMENT REPORTS 

The Monthly Management Reports were assessed and reviewed for quality, and accuracy 
including compliance with relevant legislation. 

The monthly bank reconciliation, debtors age analysis, creditors iisting, income and expenditure 
reports, electricity losses, budget and variance reports were reviewed in detail and several 
pertinent matters were raised with management. In most of the cases satisfactory answers were 
furnished by management. In many instances suggestions, recommendations, and or requests 
from AUDCOM were implemented by Management. 

The attention of Council is drawn to the fact that certain Contracts and Tenders were awarded by 
the Municipality, and work was commenced, without proper contracts being in place. The risk and 
the consequences to the Council could have been enormous. 
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AUDCOM recommends: 




• That no contractual work should be allowed to commence without legally sound and properly 
signed contracts and guarantees being in place. 

• That a Contracts, Tenders and Guarantees Register be put into place and that all contracts, 
tenders and guarantees be recorded timeously and monitored regularly. 

• That all tenders, contracts and guarantees be securely stored in a fireproof strongroom. 

AUDCOM expressed concern at certain non-compliance with the Council's Supply Chain 
Management Policy and recommends disciplinary action in all cases of non-compliance. 

The committee repeatedly highlighted the excessive energy losses on the reports as these losses 
were considered to be quite high. 

The Council needs to address this matter as one of urgency, as losses of this magnitude are not in 
the financial interest of the Municipality. 

3 J 1 REPORT OF THE AUDITOR GENERAL - 
EXTERNAL AUDIT REPORT 


The representatives of the Office of the Auditor-General were invited to all meetings of the 
AUDCOM but attended only one of the meetings. 

The annual fees of the Auditor-General, including the scope of the internal audit, and the work 
plans were perused and reviewed by AUDCOM in great depth. 

There have been no matters that have come to the AU DCOM's attention which indicated that the 
independence of external auditors had been compromised. 

However, great concern was raised by AUDCOM with the officials of the Auditor-General's office, 
that the Auditor-General was also performing work in areas that have already been, or will be 
covered by the Municipality's Internal Audit Department. 

AUDCOM was and is still of the strong view that the Auditor-General should be placing greater 
reliance upon the work of the Internal Audit Department, and in so doing , providing greater value 
for money to the Municipality. 
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/ This matfer will be monitored closely by AUDCOM. Whilst the audit report of the Auditor-General 

for 2007/2008 is an unqualified report, the attention of the Council is drawn to the matters reported 
in the Auditor-General's report. 


3A2 REPORT ON CONSULTANTS - 
PRICE WATERHOUSE COOPERS 


The contract of the co-sourced service provider Price Waterhouse Coopers, is coming to an end 
soon. It is believed that the service provider has rendered a satisfactory level of service to the 
Municipality. AUDCOM was at great pains to insist that adequate skills transfer takes place from 
PWC to the employees of the Municipality. 

Although the Internal Audit Department did not have its full staff complement at the time, 
AUDCOM believes that a sufficient level of skills transfer has taken place, and that this wili soon 
translate into financial savings to the Municipality. 

3T3 PEREORMANCE MANAGEMENT SYSTEM 

A Performance Management Policy has been adopted by Council for implementation by 
Management. 

Initialiy Performance Management also fell under the scope of AUDCOM, but since the 
appointment of a Performance AUDCOM by the Council, performance management will not be 
reported on in this report, but will form the subject of a separate report by the Performance 
AUDCOM, in due course. 


3T4 MEETINGS WITH MUNICIPAL MANAGER AND 
DIRECTOR: INTERNAL AUDIT 

Arising out of several concerns raised by AU DCOM, the Chairperson of AU DCOM was mandated 
to, and met with the Municipal Manager and the Director of Internal Audit and the foilowing 
concerns were raised: 
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• Continued high level of vacancies within the Council. ^ 

• Continuous understaffing and high level of vacancies in critical posts in the Finance 
Department. 

• Understaffing in the Department of Internal Audit. 

The meeting was a rather frank but fruitful one where the Municipal Manager outlined his plan to 
address these matters with great urgency. The Chairperson was satisfied with the responses, and 
the assurance given by the Municipal Manager to address the abovementioned matters 
expeditiously, and reported to AU DCOM accordingly. AU DCOM will continue to monitor progress 
in these matters on a monthly basis. 

3.15 CONCLUSION 


AUDCOM believes that there has been significant changes and improvements in the Financial 
Management of the Municipality and compliments the Municipal Manager and Senior 
Management for the effort, commitment and dedication in achieving this, even though key 
shortcomings still exist. 

AU DCOM wishes to thank the Council for the opportunity to be of service to the Municipality and to 
the Municipal Manager and Senior Management for their support during our term of office. 



KM MOODLEY 

CHAIRPERSON 
30 July 2008 
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